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Overview

Since the Central Bank of Malta finalised its August 2021 projections, the pandemic situation 
in Malta has remained broadly stable. While active cases have increased since November, the 
high vaccination rate in Malta has kept hospitlisation rates and admissions to intensive care low. 
Due to the stable health situation in Malta, some containment measures have been eased fur-
ther in recent months and the pace of the recovery in activity during the summer period has been 
faster than that previously anticipated. In particular, inbound tourism has increased consistently 
during the summer months and has surprised on the upside, though it still remains well below 
2019 levels. 

On the other hand, disruptions to the supply chain pose challenges for the manufacturing sector 
in Malta as elsewhere (see box 1). In addition, the cost of intermediate inputs and transport has 
increased sharply, which impacts profit margins and adversely affects economic activity. At the 
same time, import price pressures have become elevated, which could affect goods and food 
price inflation. In addition, according to Maltese firms, labour shortages are now stronger than 
those prevailing before the pandemic. 

Additionally, the pandemic situation in Europe has deteriorated in the last quarter of this year, as 
active cases and hospitilsation rates rose once again especially in those countries with low vaccina-
tion rates. In response, some countries have re-imposed more stringent measures to contain the 
spread of the new variant of the virus. This may have a negative impact on future economic conditons.

That said, however, both hard and soft data suggest that the pace of economic recovery is much 
stronger than originally projected, while the continued strength of the labour market and the finan-
cial situation of households may 
lead to an even faster expansion 
in domestic demand. Invest-
ment also remains very high, 
suggesting that firms remain 
quite positive in their outlook for 
the coming years. 

Economic outlook

The level of GDP has been 
revised upwards when com-
pared to the previous projec-
tions published in August 2021 
(see Chart 1). In 2022, the level 
of GDP is now expected to 
exceed that prevailing before 

1   The Bank’s projections for the Maltese economy are based on information available up to 26 November 2021. The latest national 
accounts release for the third quarter of 2021 has not been taken into account in the baseline but affects the risk assessment.
2   See here. 
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the pandemic by around 4.1%, 
up from 2.6% projected in 
August. 

In 2020, the productive capac-
ity of the Maltese economy was 
adversely affected by contain-
ment measures and elevated 
uncertainty (see Chart 2). It also 
attracted a smaller net inflow of 
foreign workers, saw a drop in 
average hours worked and the 
postponement of investment, 
as well as lower capacity utilisa-
tion rates. As a result, potential 
output growth slowed down sig-
nificantly – to 1.0%, according 
to the Bank’s estimates. 

In 2021, potential output growth is expected to pick up to 2.7%, as total factor productivity (TFP) 
returns to moderately positive levels. However, the labour contribution to potential ouput is 
expected to decrease this year and be limited, as ongoing travel restrictions impinge on the ability 
of firms to recruit foreign workers, especially those from non-EU countries. These travel restric-
tions are then assumed to ease in 2023 as the pandemic situation improves. Hence, net migra-
tion flows are expected to normalise, which leads to an increase in the contribution of labour to 
potential output growth in 2022. In addition, productivity is envisaged to recover from last year’s 
loss, partly supported by new investment and structural reforms under Malta’s Recovery and 
Reslience Plan. 

The economy is expected to continue operating below its potential until 2022, although by then 
the negative output gap is expected to practically close. The output gap is expected to turn posi-
tive in the following two years, averaging around 1.0%.

GDP is projected to grow by 6.0% in 2021, 6.5% in 2022, 5.3% in 2023, and 3.8% in 2024 (see 
Table 1). This represents a strong upward revision compared to the Bank’s August projections 
for the period 2021-2023, of 0.9 p.p. in 2021, 0.7 p.p. in 2022 and 0.5 p.p. in 2023. The upward 
revision in 2021 and 2022 is primarily driven by higher growth in investment and government con-
sumption, and to a lesser extent, by a stronger recovery in private consumption. Moreover, tour-
ism exports are projected to be more buoyant in 2021 than previously anticipated. These factors 
are offset by a strong downward revision in goods exports, which surprised on the downside in the 
first half of the year. With regards to 2023, the upward revision is driven primarily by higher private 
consumption in view of the stronger growth in labour income envisaged for 2021 and 2022. 

In 2021, all domestic demand components are projected to grow significantly as the economy 
gradually recovers from the 2020 contraction (see Chart 3). Growth is expected to be driven by 
domestic demand, though the recovery in all demand components will be partially absorbed by 
an increase in imports. Net exports are expected to exert a considerably smaller negative impact 
on GDP growth compared to 2020, as foreign demand starts to recover. In the following years, 
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domestic demand is envisaged to continue leading the expansion in economic activity, reflecting 
especially a foreseen strong contribution from private consumption. At the same time, the contri-
bution of net exports is projected to turn positive, reflecting the gradual normalisation of tourism 
exports and continued growth in foreign demand generally.

Private consumption is set to recover somewhat in 2021, but the level of consumption will remain 
below pre-pandemic levels, as containment measures and restrictions on international travel 

PROJECTIONS FOR THE MAIN MACROECONOMIC AGGREGATES FOR MALTA(1)

2020(2) 2021 2022 2023 2024
Real economic activity (% change)

GDP -8.3 6.0 6.5 5.3 3.8
Private consumption expenditure -10.0 5.1 6.5 4.8 4.8
Government consumption expenditure 15.1 9.0 5.3 3.4 3.3
Gross fixed capital formation -6.5 11.3 4.9 5.8 2.0
Exports of goods and services -6.3 6.1 5.7 3.6 3.3
Imports of goods and services -2.7 7.1 5.1 3.1 3.2

Contribution to real GDP growth (in percentage pts)
Final domestic demand -3.4 6.6 5.1 4.1 3.2
Net exports -5.5 -0.6 1.5 1.2 0.6
Changes in inventories 0.6 0.0 0.0 0.0 0.0
Real disposable income(3) 1.0 3.9 3.1 2.6 2.3
Household saving ratio(3) 29.9 29.1 26.8 25.2 23.3

Balance of payments (% of GDP)
Goods and services balance 7.9 6.7 7.7 8.7 9.2
Current account balance -2.9 -3.3 -1.4 -0.1 1.0

Labour market (% change)(4)

Total employment 2.7 2.2 2.5 2.3 2.0
Unemployment rate (% of labour supply) 4.3 3.4 3.4 3.6 3.6

Prices and costs (% change)
GDP Deflator 1.3 1.8 2.4 2.3 2.2
RPI 0.6 1.5 2.1 1.8 1.7
Overall HICP 0.8 0.7 2.1 1.9 1.8
HICP excluding energy 0.9 0.9 2.3 2.0 1.9
Compensation per employee -0.3 3.5 3.0 3.2 2.8
ULC 11.7 -0.1 -0.9 0.2 1.1

Business Cycle
Potential Output (% change) 1.0 2.7 3.9 3.9 4.0
Output gap (% of GDP) -5.7 -2.7 -0.2 1.2 0.9

Technical Assumptions
EUR/USD exchange rate 1.14 1.18 1.14 1.14 1.14
Oil Price (USD per barrel) 41.5 71.8 77.9 72.6 69.5

Sources: NSO; Central Bank of Malta.

Table 1

(1) Data on GDP were sourced from NSO News Release  156/2021 published on 27 August 2021, while HICP and RPI data 
were sourced, respectively, from NSO News Releases  209/2021 and 213/2021 (published on 17 November 2021 and 24 
November 2021). The November HICP flash release, published on 30 November 2021, was also incorporated.
(2) Actual data as per NSO News Releases  097/2021, 127/2021 and 131/2021.
(3) Central Bank of Malta estimates.
(4) Employment data are consistent with the national accounts. The unemployment rate is based on the number of unemployed 
and employed as reported in the Labour Force Survey.
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especially during the first half of 
the year weighed down on Mal-
tese residents’ consumption 
abroad (the decline in domes-
tic consumption of Maltese 
residents was more limited). In 
view of the envisaged growth 
in disposable income, private 
consumption is set to mount a 
more meaningful recovery dur-
ing the second half of 2021, 
which would spill over into 
next year. Hence, private con-
sumption is set to accelerate in 
2022, but growth is then set to 
slow down in the following two 
years, as base effects dissipate 
and disposable income growth moderates. Private consumption is projected to outpace dispos-
able income, as the saving ratio is expected to retreat from recent peaks.

After falling by almost a tenth in 2020, private investment is projected to recover sharply this year. 
In part, however, the strong projected increase in private investment in 2021 reflects extraor-
dinary outlays in import-intensive transport equipment in the aviation sector during the second 
quarter of this year. Conversely, investment in both residential and non-residential construction is 
expected to decline somewhat this year, partly mirroring developments in the first half of the year, 
but should begin to recover in the following year. Furthermore, the EU Budget as well as Next 
Generation EU (NGEU) funds will provide a substantial boost to government investment during 
the next three years. 

In 2021, export growth is expected to recover following the sharp decline of last year. Export 
growth is then set to gradually slow down in the following years, and grow in line with foreign 
demand. This profile is mostly 
shaped by services exports, 
which are expected to remain 
the main contributor to growth 
in exports as tourism activity 
gradually normalises. 

Indeed, tourism exports are 
projected to be higher than 
the extraordinary low levels 
experienced in 2020, though 
remaining well below levels 
that prevailed prior to the pan-
demic (see Chart 4). That said, 
however, as travel rules have 
become clearer and people 
seem more willing to travel, 
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tourism exports mounted a stronger than previously expected recovery in the third quarter of this 
year. In this exercise, tourism exports are expected to reach 38% of 2019 levels this year, and 
increase to 75% and 90% in the following two years. Tourism exports are then projected to exceed 
2019 levels in 2024 – by 5%. Thus, notwithstanding the more upbeat assessment for tourism 
compared to that made in August, the outlook for tourism remains cautious, as tourist expenditure 
is expected to exceed 2019 levels only in the final year of the projection horizon.

Conversely, goods exports are expected to contract again this year, as the constellation of supply 
bottlenecks, shortages of essential components, as well as the steep increase in input and trans-
port costs, are expected to weigh on manufacturing activity (see box 1). Goods exports should start 
to recover in 2022, although growth is expected to remain more cautious than foreign demand.

With regards to imports, these are expected to grow sharply this year, which reflects the pick-
up in demand. Goods imports are particularly expected to rise sharply in 2021 because of the 
import-intensive nature of the extraordinary investment in transport equipment during the second 
quarter. In the following years, it is projected to decelerate in line with final demand.

The current account deficit is expected to widen in 2021, driven by a decline in the trade surplus. 
The latter reflects the envisaged strong increase in goods imports related to the extraordinary 
importation of transport equipment, which offsets the envisaged improvement in net services 
receipts. The trade balance is expected to improve over the rest of the projection horizon as the 
net export contribution turns positive. Furthermore, net income outflows are expected to nor-
malise following the high levels experienced in 2020 and the first half of 2021. As a result, a small 
current account surplus of 1.0% of GDP is projected for 2024.

BOX 1: SUPPLY BOTTLENECKS, LABOUR SHORTAGES AND COST 
INCREASES – FORECAST IMPLICATIONS1

Introduction
Following the sharp decline in demand across the globe brought about by the pandemic 
in 2020, the economic recovery on an international level this year has been impressive. 
Global demand has markedly exceeded expectations, but unprecedented supply bottle-
necks have emerged. Shipping disruptions and widespread bottlenecks in global value 
chains have caused severe input and material shortages as well as a steep rise in trans-
portation costs. This has adversely affected global trade.2 Contacts made by the European 
Central Bank (ECB) have also indicated that supply constraints are increasingly limiting 
firms’ ability to meet demand.3

As a small open economy and an island state, Malta has also been adversely affected 
by disruptions to supply, as well as the sharp increase in costs of intermediate inputs and 
transport. In addition, Maltese firms are facing considerable labour shortages, which could 
potentially slow the pace of economic recovery. 

1   Prepared by Ian Borg, Manager Projections and Conjunctural Analysis Office.
2   See https://www.ecb.europa.eu/pub/economic-bulletin/focus/2021/html/ecb.ebbox202106_04~63510c70d1.en.html
3   See https://www.ecb.europa.eu/pub/economic-bulletin/focus/2021/html/ecb.ebbox202107_02~9f09fdc7e5.en.html 

https://www.ecb.europa.eu/pub/economic-bulletin/focus/2021/html/ecb.ebbox202107_02~9f09fdc7e5.en.html
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This box documents the recent spike in supply and labour shortages in Malta using replies from 
the European Commission’s monthly business confidence survey as well as information from 
the CBM Business Dialogue exercise. It then describes the implications for the projections.

Factors limiting production
One of the questions posed in the European Commission’s business surveys attempts to 
gauge factors limiting production in industry, services, and the construction sector. Chart 1 
illustrates the factors limiting production across the three broad sectors for the period 2019, 
2020, and the third quarter of 2021. 

With regards to the services sector, the largest factor limiting production in 2019 was the 
labour force, in view of the high labour shortages experienced during the robust growth 
period in the years preceding the COVID-19 pandemic. During 2020, demand became 
the dominant factor limiting production because of the shut-down of non-essential ser-
vices upon recommendation of the national health authorities to limit the spread of the 
virus. However, as the services industry started to recover sharply in 2021, concerns about 
labour shortages became dominant again. Indeed, during the third quarter of 2021, labour 
again became the major factor limiting output and has exceeded pre-pandemic levels. The 
latter might reflect the ongoing disruptions to travel and hence the limitation to access for-
eign labour from non-EU countries.

Similar to the services sector, labour shortages were the main factor limiting production in the 
manufacturing industry in 2019. Moreover, although the manufacturing industry generally was 
not directly affected by business closures to limit the spread of the virus, the sharp contraction 
in global economic activity adversely affected demand for manufactured goods in 2020. As the 
global economy began to recover in 2021 and services activities began to resume, demand 
recovered sharply. However, supply bottlenecks as well as disruptions affecting the shipping 
industry remained a major concern. Equipment and material shortages in the third quarter of 
2021 reached unprecedented levels and became the major factor limiting production in the 
manufacturing sector. Like 
the services sector, labour 
shortages in the manu-
facturing sector have also 
increased sharply again 
in 2021Q3 and are close 
to the levels experienced 
before the pandemic.

The factors limiting pro-
duction in the construc-
tion sector are somewhat 
different. In particular, 
although some con-
struction firms assessed 
insufficient demand to 
be an issue in 2020, the 
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prevalence of this factor was much lower than compared to the past. It has attained pre-
pandemic levels in the third quarter of 2021. However, labour shortages have also increased 
by the third quarter of this year as the construction industry faces the same challenges in 
accessing labour from non-EU countries, as in the case of services and manufacturing. 
Nevertheless, since 2020, especially by the third quarter of this year, financial constraints 
have become the dominant factor limiting building activity. 

A rise in input costs and selling price expectations
Replies from the CBM Business Dialogue continued to indicate that supply chain disruptions 
during the third quarter of this year remained elevated. Firms are facing a constellation of 
shocks, including an increase in delivery times, shortages of important components, as well as 
a steep rise in transportation costs. This has been most prevalent in the manufacturing sector, 
which has in turn led to disruptions in activity. Chart 2 illustrates replies from the Bank’s con-
tacts in the business dia-
logue exercise since the 
second half of 2020, and 
clearly shows that con-
cerns about input costs 
have peaked in the second 
quarter of 2021, whereby 
a net share of around 70% 
of respondents had indi-
cated such concerns. This 
net share declined slightly 
in the following quarter, 
but remained elevated. 

At the same time, in the 
last two quarters, a smaller 
net share of 25% of firms 
contacted have replied 
that they intend to raise 
their selling prices. This 
implies that the share of 
firms reporting an increase 
in input prices remained 
above those who said that 
they will increase selling 
prices, which suggests 
that some of the rise in 
costs will be absorbed in 
profit margins rather than 
passed on to customers. 

Chart 3 shows sell-
ing price expectations 
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Labour Market

The labour market is expected to remain strong in 2021. Indeed, when compared to the Bank’s 
August projections, employment growth is being revised up in 2021 and 2022 due to stronger 
than expected incoming data as well as the upward revisions to economic activity. Nevertheless, 
net migration is envisaged to remain rather limited this year and hence, labour shortages are 
assumed to become more relevant in the short-term. 

Employment growth is thus set to decelerate somewhat to 2.2% in 2021. It is then set to grow 
somewhat more rapidly in 2022 in view of the envisaged acceleration in economic activity, and 
slow down to 2.0% by 2024. During the whole projection horizon, employment is set to grow 
more slowly than GDP, as firms seek to regain some of the productivity losses experienced dur-
ing the pandemic.

according to Commission survey respondents. During the third quarter of 2021, selling 
price expectations in retail trade have increased sharply and exceeded historical levels. 
Moreover, firms selling price expectations within the services sector as well as those in 
industry have also increased somewhat. With respect to firms in the building industry, sell-
ing price expectations were slightly below those in 2019. Sectoral replies from the Business 
Dialogue generally confirm those of the Commission survey. 

Implications for the projections
In view of the rise in supply bottlenecks, labour shortages and input costs, this projection 
round makes the following revisions when compared to the August 2021 projections:

1. Import and export price deflators have been revised upwards in 2021 and 2022. This 
reflects the increase in input costs, which are assumed to be partly passed on into 
higher export prices.

2. Inflation based on the Harmonised Index of Consumer Prices (HICP) has also been 
revised upwards in 2021 and 2022, to account for the impact of higher import price 
pressures on goods and food inflation.

3. Wage growth has been revised upwards in 2021 and 2022 in part due to the impact of 
labour shortages on wage demands. However, this is expected to be rather temporary 
as net migration flows are envisaged to normalise as soon as the pandemic situation 
improves globally.

4. Goods exports have been revised strongly downwards in 2021. Although the lower 
forecast for goods exports in part reflects lower than expected outcomes in the first half 
of the year, they also reflect more recent replies from the Bank’s Business Dialogue, 
which indicate that some firms within the manufacturing industry are unable to accept 
orders due to shortages of important components, delays in customs clearance proce-
dures and high transportation costs. 
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The unemployment rate is projected to decline to 3.4% this year, from 4.3% last year. It is set to 
remain at that level in 2022, before rising margianally to 3.6% in the following two years.

As regards wages, growth in compensation per employee is to reach 3.5% in 2021. This reflects 
robust growth in both private and public sector compensation per employee. The former reflects 
a recovery in wages following the decline in 2020 as well as some wage pressures due to the 
elevated labour shortages this year. Compensation per employee in the public sector is expected 
to rise at a faster rate in 2021 due to higher allowances to certain areas of the public service. 
Wage growth for the whole economy is envisaged to slow down thereafter as the tightness of the 
labour market gradually normalises and the effect of the recent increases in allowances in the 
public sector fades away.

Prices

With regard to consumer prices, annual HICP inflation is projected to moderate in 2021, largely 
reflecting methodological and technical factors related to the computation of the index. In particular, 
households’ consumption basket changed considerably in 2020 as a result of the pandemic, which 
brought about a large change in the weights of certain subcomponents of the index in 2021.3 In 
2021, HICP inflation is projected to stand at 0.7%, marginally lower from 0.8% in 2020 (see Chart 5). 
Inflation is then expected to pick up, reaching 2.1% in 2022, before easing gradually to 1.8% in 2024. 

When compared with the Bank’s previous forecasts published in August 2021, overall HICP infla-
tion has been revised up throughout the forecast horizon. These upward revisions reflect stron-
ger than projected inflation outcomes in recent months, as well as the intensification of import 
price pressures brought about by supply-chain disruptions. In particular, evidence from the Bank’s 
Business Dialogue exercise as well as the European Commission’s business confidence surveys 
suggests that an increasing share of retailers expect to raise selling prices (see box 1).

Services inflation is expected to ease significantly in 2021, driven primarly by changes in weights 
of several subcomponents. Moreover, energy inflation is expected to turn more negative, reflect-
ing last year’s cuts in gas and 
fuel prices, which imply weaker 
inflationary pressures in the 
first three quarters of 2021. 
These are expected to offset 
the lagged impact of the recent 
increase in oil prices. In addi-
tion, food inflation is projected 
to decelerate marginally in 
2021, due to lower processed 
food inflation, reflecting weaker 
than expected outcomes for 
the first three quarters of 2021. 
By contrast, non-energy indus-
trial goods (NEIG) inflation is 
expected to turn positive, fol-
lowing negative rates in 2020, 

3   See “box 1: The implications of the 2021 HICP weights on inflation forecasts” in the CBM Outlook for the Maltese Economy 2021:2. 
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due to the increasing price pressures in source markets. This reflects increases in transport costs 
as well as an increase in the prices of raw materials due to international shortages. Indeed, prices 
of durable and semi-durable goods have recently increased, after a sequence of declines. 

HICP inflation is expected to pick up in 2022, driven primarily by an increase in the contribution 
of services. In addition, NEIG and food inflation are projected to remain heightened by mid-2022, 
which reflect the impact from import price pressures. The contribution of energy inflation is how-
ever expected to remain low despite the sharp increase in energy commodity prices, due to the 
Government’s commitment to keep stable prices until the end of 2022.4

HICP inflation is then expected to decelerate somewhat in 2023 and 2024, which reflects the 
expected normalisation of supply bottlenecks and some easing in import price pressures. 

Public finance

In 2021, the general government deficit is set to remain elevated, reaching 9.6% of GDP (see 
Table 2). However, it is set to decline slightly compared with the deficit in 2020. Spending on 
COVID-related measures is expected to remain significant this year, particularly reflecting eco-
nomic support and health related outlays. The deficit is set to narrow sharply in 2022, reaching 
5.8% of GDP. It is then set to continue declining over the rest of the forecast horizon, reaching 
3.1% of GDP by 2024. This improvement is driven by the unwinding of COVID-19 measures and 
a more favourable macroeconomic environment. 

Compared with the Bank’s earlier projection, a slightly smaller deficit is projected for 2021, reflect-
ing a stronger than expected pickup in economic activity and consequently, in tax revenue. The 
deficit was revised upwards in 2022 and 2023, partly reflecting the measures announced in the 
Budget 2022 (see box 2). 

The share of current revenue in GDP is set to decline between 2021 and 2023, before rising 
slightly in 2024. This mainly reflects the profile of non-tax revenue. In 2021, tax revenue is set to 
exceed its pre-pandemic level and to increase further in subsequent years. However, due to the 
relatively stronger increase in nominal output, its share in GDP is set to decline to slightly below 
the rate in 2020 by the end of the forecast horizon. 

The share of capital revenue in GDP is set to peak in 2023 before declining in 2024, albeit retain-
ing elevated levels. This reflects the profile of EU-funded expenditure (see below).

Meanwhile, the share of current expenditure in GDP is expected to increase in 2021 partly on the 
back of higher compensation of employees and intermediate consumption. The increase in the 
latter is mainly driven by outlays on COVID-19 health related spending as well as other additional 
health expenditure. Compensation of employees is expected to increase due to upward pres-
sures in employment and in allowances, particularly in the health sector. Growth in other current 
expenditure is also set to increase markedly in 2021 owing to a one-off increase in transfers to 
the EU budget. The share of current expenditure is then set to decline over the forecast horizon 

4   Inflation projections keep the item weights unchanged at their 2021 levels for 2022, 2023 and 2024. These weights varied significantly 
in 2021, following changes to consumption patterns brought about by the pandemic. As the pandemic evolves and consumers adjust their 
expenditures, there may be other large revisions to expenditure weights in future projection exercise which may significantly change the 
path for these projections after 2021.

CENTRAL BANK OF MALTA



CENTRAL BANK OF MALTA Outlook for the Maltese Economy 2021:4

13

reflecting the gradual unwinding of COVID-related outlays on support measures and medical 
treatment, as most of these measures are set to expire by end-2021. This affects the profile of 
subsidies and, to a lesser extent, intermediate consumption, social benefits and compensation 
of employees. At the same time, the share of interest payments in GDP is expected to decline in 
2021. This is then expected to remain relatively constant over the forecast horizon, as increased 
financing costs halt the declining trend in interest payments observed in the pre-pandemic period.

PROJECTIONS FOR MAIN FISCAL ITEMS (% of GDP)(1)

2020(2) 2021 2022 2023 2024
Headline aggregates
Total Revenue 36.2 36.4 35.9 36.3 36.1
Total Expenditure 45.9 46.0 41.7 40.6 39.2
General Government Balance -9.7 -9.6 -5.8 -4.3 -3.1

of which: Primary Balance -8.4 -8.5 -4.8 -3.2 -2.1
General Government Debt 53.4 59.6 61.0 61.2 61.1

Detailed Breakdown
Current Revenue 34.7 34.5 33.6 33.5 33.7

Current taxes on income and wealth 12.9 13.1 12.6 12.6 12.6
Taxes on production and imports 10.7 10.8 11.1 11.4 11.6
Social contributions 6.4 6.2 6.0 5.8 5.6
Other current revenue(3) 4.6 4.4 3.9 3.7 3.8

Current Expenditure 40.3 40.5 36.0 35.1 34.6
Compensation of employees 12.1 12.4 12.1 11.9 11.8
Social benefits 10.3 10.1 9.8 9.7 9.6
Intermediate consumption 9.0 9.3 9.0 8.7 8.5
Interest payments 1.3 1.1 1.1 1.0 1.1
Subsidies 5.0 4.4 1.5 1.5 1.4
Other current expenditure(4) 2.5 3.1 2.4 2.3 2.2

Gross Savings -5.6 -5.9 -2.4 -1.6 -0.9

Capital Revenue 1.6 1.8 2.3 2.8 2.4
Capital taxes 0.2 0.2 0.2 0.2 0.2
Other capital revenue(5) 1.4 1.7 2.1 2.6 2.2

Capital Expenditure 5.7 5.5 5.7 5.5 4.6
   Gross fixed capital formation 4.5 4.6 4.8 4.5 3.9
   Capital transfers 1.1 1.0 1.0 1.0 0.7

Other capital expenditure(6) 0.1 -0.1 -0.1 -0.1 -0.1
Capital Revenue net of Capital Expenditure -4.1 -3.7 -3.4 -2.7 -2.2

Underlying budgetary outcome
Cyclical Component -2.1 -1.2 -0.4 0.4 0.4
Temporary Government Measures 0.0 -0.4 0.0 0.0 0.0
Structural Balance -7.6 -8.0 -5.4 -4.6 -3.6
Sources: NSO; Central Bank of Malta.

(2) Actual data as per NSO News Releases  191/2021 and 156/2021.
(3) Mainly includes revenue from dividends, rents and sales.
(4) Mainly includes spending on education and contributions to the EU budget.
(5) Mainly includes grants from EU Programmes.
(6) Mainly reflects the value of changes in inventories and in the net acquisition of valuables and other assets.

Table 2

(1) Central Bank of Malta calculations based on NSO News Release  191/2021 (published on 31 October 2021) and News 
Release  156/2021 (published on 27 August 2021).
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The share of capital expenditure 
in GDP is projected to remain 
elevated throughout the fore-
cast horizon and is expected 
to peak in 2022. This reflects 
different profiles for domesti-
cally-financed and EU-financed 
projects. Overall, spending on 
domestically-funded projects is 
expected to remain elevated in 
2021 and 2022, owing mostly 
to investment in health, trans-
port and the environment. 
Subsequently, they are set to 
decline as EU-funded projects 
are expected to be prioritised. 
The latter are set to increase 
in 2021, as works on projects 
which were delayed in the previous year due to the pandemic come to completion. EU-funded 
capital expenditure is set to increase again in 2022 and 2023, before declining somewhat in 2024, 
in line with the expected take up of RRF grants.5

The structural deficit is estimated to widen to 8.0% of GDP in 2021. It is then projected to narrow 
to 3.6% by 2024, as COVID-related measures are unwound (the latter are not treated as one-off 
measures and thus affect the underlying structural position).6 

The general government debt-to-GDP ratio is projected to increase from 53.4% in 2020 to 61.2% 
in 2023 (see Chart 6). This is mainly driven by the expected primary deficits and to a lower 
extent by debt-increasing, deficit-debt adjustments. The debt ratio is expected to decline slightly 
to 61.1% in 2024.

5   In line with Malta’s Recovery and Resilience Plan, the Bank’s projections assume that the Government will only use the grant element 
of the RRF.
6   It should be noted that owing to significant uncertainty surrounding the value of the budgetary semi-elasticity and the output gap in times 
of crisis, structural balance estimates should be treated with caution.

BOX 2: THE IMPACT OF BUDGET 2022 TARGETS ON THE BANK’S 
FISCAL PROJECTIONS1

This box assesses the impact of Government fiscal targets as announced in the Budget 
2022 and the Draft Budgetary Plan 2022, on the Bank’s latest projections.

Budget 2022 measures
The measures introduced in the Budget aim to sustain the post-COVID recovery, while 
enhancing social inclusion, social mobility and reducing poverty. Government also seeks to 
facilitate the green and digital transitions.

1   This box was prepared by John Farrugia and Juergen Attard, principal economist and senior economist, respectively, within 
the Economic Analysis Department.
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Source: Central Bank of Malta. 

Chart 6
CONTRIBUTION TO CHANGE IN THE DEBT RATIO
(percentage point contributions; percentage of GDP)

(1)

(1) Difference between effective interest rate (interest payments at year t relative to debt outstanding at 
year t-1) and GDP growth.
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New measures which affect government revenue mainly take the form of tax incentives. 
These include lower income tax on overtime, part time work and pension income. Buyers 
of vacant properties which were built over twenty years ago, properties in village cores and 
newly-built properties with typical Maltese architectural characteristics benefit from exemp-
tions on capital gains tax and stamp duty, up to the first €750,000 on the value of property. 
Buyers will also be eligible on a VAT refund on some restoration costs. At the same time, 
existing schemes targeting first- and second-time property buyers were extended. In order 
to encourage repayment of tax arrears, Government will start charging a higher interest 
rate on outstanding tax balances from June 2022.

On the expenditure side, new measures mainly reflect a rise in pensions and benefits for 
low-income beneficiaries, such as the in-work benefit scheme, higher stipends, as well as 
the extension of medicine available for free on the Government formulary list. Allowances 
related to the care for the elderly, new-borns and persons with disabilities will also increase. 
Meanwhile, companies will be offered a refund of rent on commercial outlets to help cush-
ion against the rising costs of transportation. Employees will be given a larger tax refund. 

The budget includes several measures intended at reducing carbon emissions and to 
transition towards the green economy. Apart from the above-mentioned tax initiatives to 
encourage buying vacant properties, the budget lists several projects which are set to take 
place in the medium term. These include afforestation projects, regeneration of parks, free 
public transport and the extension of electric car charging points.

Table 1

(% of GDP)

2021 2022
Revenue -0.22 0.19

No Income tax on pension income, lower income tax on overtime and part-
time employment 0.00 -0.11

Schemes for property buyers -0.01 0.00
COVID measures   ̶  reduction in stamp duty on property sales/purchases -0.01 0.39
COVID measures   ̶  lower excise tax on fuel and reimbursement of 
commercial and tourism licences 0.08 0.01

Revenue from Individual Investor Programme and citizenship by investment -0.29 -0.28
Revised interest rates on unsettled tax balances 0.00 0.18

Expenditure -0.61 -3.28
Increase in pensions 0.09 0.19
Higher social benefits 0.06 0.15
Additional outlays on tax rebates to employees and schemes to address 
past anomalies 0.11 0.10

Expenditure from NDSF 0.14 0.05
COVID measures   ̶  support to employers and households -0.69 -2.97
COVID measures   ̶  health treatment, repatriation and safe reopening 
of schools -0.49 -0.55

COVID measures   ̶  social measures -0.13 -0.02
COVID measures   ̶  liquidity measures 0.08 -0.02
COVID related measure   ̶  support to national airline 0.21 -0.21

Impact on balance 0.39 3.47
Sources: Budget Speech 2022; Draft Budget Plan 2022.

IMPACT OF BUDGET MEASURES ON THE BALANCE
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The budget also referred to ongoing initiatives. A new strategy to improve skills in the 
labour market has been launched. Government intends to discuss reforming the COLA 
mechanism with social partners so that low-income persons receive higher assistance dur-
ing periods of high inflation. Talks with the European Commission on the possibility of state 
aid to Air Malta are ongoing.

As shown in Table 1, the new measures are expected to have a small revenue increasing 
impact and a relatively higher expenditure increasing impact in 2022. However, measures 
not explicitly mentioned in the Budget Speech are set to exert a larger impact. The expira-
tion of COVID-19 support measures is set to lead to higher revenue (by around 0.4% of 
GDP) and lower expenditure (by around 3.8% of GDP). Meanwhile, revenue from the citi-
zenship by investment scheme is set to decline.

Revised Government targets
The Budget 2022 envisages an increase in the general government deficit in 2021, reach-
ing 11.1% of GDP compared with 9.7% of GDP in 2020 (see Table 2). The deficit is then 
set to narrow sharply in 2022, reaching 5.6% of GDP, and to decline further in subsequent 
years. The debt ratio is set to increase from 53.5% of GDP in 2020 to peak at 62.7% of 
GDP in 2023 and to subsequently decline somewhat in 2024.

This strategy is broadly in line with the targets set in last April’s Stability Programme Update 
(SP). However, the latest targets envisage a lower deficit in 2021, mainly due to lower capital 
expenditure. This reflects a downward revision in the expected cost of state aid to Air Malta.

In 2022, the Budget 2022 targets a slower correction in the deficit compared to the SP, 
despite an upward revision in the profile of tax revenue (due to revised macro projections).2 

2   The DBP targets a slower decline in the ratio of ‘other revenue’ in GDP in 2022 compared with the SP. However, this is mainly 
due to a revised profile of EU funds, which have a neutral impact on the balance (they feature as grants as well as outlays).

Table 2
GOVERNMENT REVENUE AND EXPENDITURE TARGETS
(% of GDP)

2020 2021 2022 2023 2024 2020 2021 2022 2023 2024
General government balance -9.7 -11.1 -5.6 -4.4 -2.9 -10.1 -12.0 -5.6 -3.9 -2.9
Revenue 36.2 36.2 37.0 na na 36.5 36.7 36.6 36.2 35.7

Tax revenue 30.3 30.3 31.6 na na 30.7 30.3 30.9 30.7 30.6
Other revenue 6.0 5.9 5.4 na na 5.8 6.4 5.7 5.5 5.1

Expenditure 45.9 47.3 42.6 na na 46.6 48.7 42.2 40.1 38.6
Compensation of employees 12.1 12.6 12.2 na na 12.2 12.5 12.0 11.8 11.6
Intermediate consumption 9.0 9.6 9.4 na na 9.5 9.9 8.5 8.2 7.9
Social payments 10.3 10.3 10.0 na na 10.5 10.4 9.8 9.6 9.5
Subsidies 5.0 4.5 1.7 na na 5.0 4.3 1.5 1.5 1.4
Other current expenditure 3.8 4.3 3.5 na na 3.7 3.9 3.6 3.4 3.3
Gross fixed capital formation 4.5 4.7 4.9 na na 4.5 5.4 4.7 4.6 4.0
Other capital expenditure 1.2 1.3 0.9 na na 1.2 2.3 2.0 1.1 0.9

General government debt 53.5 61.3 61.8 62.7 62.4 54.3 65.0 65.8 66.0 65.6
Sources: Budget Speech 2022; Draft Budget Plan 2022; Stability Prorgamme Update 2021.

Budget /Draft Budget Plan 2022 Stability Programme 2021 Update
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This is partly due to the introduction of Budget 2022 measures, which mainly affect the 
profile of social benefits. At the same time, the DBP forecast higher underlying growth in 
expenditure, notably in intermediate consumption.

Impact on Bank’s fiscal forecasts
Chart 1 decomposes the revisions in the Bank’s deficit projection, compared with the August 
exercise. Revisions in past data led to a 0.5% improvement in the deficit ratio in 2020. In 
2021, the deficit ratio was revised down by 0.3% as the higher-than-expected rebound in 
economic activity offset the impact of higher-than-expected underlying growth in the main 
expenditure items.

In 2022, we expect a larger deficit compared with the August exercise, partly owing to the 
new Budget 2022 measures. In the previous forecast exercise, we already accounted for 
the deficit-reducing impact of the expiration of COVID measures. In the latest projections, 
we account for the higher-than-expected slowdown in revenue from the citizenship by 
investment scheme. The revised profile for expenditure items also contributes somewhat 
to the upward revision in the deficit. Our forecasts do not include the impact of measures 
which have not yet been adopted (i.e. the proposed state aid to Air Malta) or whose impact 
is uncertain to quantify (i.e. the impact of increased interest rate charges on outstanding 
tax balances).

The Budget Speech makes an allowance for additional outlays in 2022 to combat the rise 
in energy prices. On 10 November, the Finance Minister announced a cut in duties on pet-
rol and diesel, so that 
prices at the pump remain 
unchanged. This mea-
sure is set to cost around 
0.2% of GDP. Our fore-
casts include the impact 
of this measure.

In 2023, we expect a 
slightly higher deficit 
ratio as revisions in the 
impact of new and exist-
ing budget measures off-
set revisions to the profile 
of expenditure and the 
macroeconomy.
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Chart 1
REVISIONS IN THE BALANCE FORECAST COMPARED WITH THE 
PREVIOUS CBM FORECAST
(positive values indicate a downward revision to the deficit, and vice versa; % of GDP)

Source: Authors' estimate.
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Risks 

Risks to economic activity over the medium term are judged to be balanced, but on the upside for 
the short-term. On the one hand, the saving ratio is at historical highs and is assumed to remain 
above pre-pandemic levels until 2024. A faster decline in the saving ratio – also spurred by pent-
up demand – could lead to faster than expected growth in economic activity. 

Conversely, if supply bottlenecks, as well as input and transport costs persist for a longer period, 
manufacturing activity could be weaker than anticipated in the baseline. Furthermore, the prolon-
gation of supply bottlenecks could sustain inflationary pressures for longer that could adversely 
impact domestic demand. In addition, active COVID-19 cases in Europe have increased sharply 
and some countries have re-introduced some containment measures. This poses downside 
external risks, especially during the first quarter of 2022 with regards to the recovery in tourism. 
Moreover, a further increase in labour shortages could limit the potential for growth in services. In 
turn, persistent labour shortages could push up wages in certain sectors and erode profit margins 
and growth.

With regards to inflation, risks are more clearly on the upside. In particular, if supply bottlenecks 
and disequilibria between demand and supply persist, more firms might be constrained to raise 
selling prices. In addition, import price pressures could have more indirect effects than assumed 
in the baseline projection. Finally, wage pressures could become stronger if high inflation persists 
for a longer period and affects medium-term inflation expectatons.

On the fiscal side, the largest risks relate to 2021 and 2022. Risks are deemed to be mainly 
deficit-reducing in 2021, reflecting the likelihood of stronger than expected increases in tax rev-
enue. In 2022, deficit-increasing risks are expected, due to the likelihood of additional measures 
to mitigate the increase in international energy prices and the possibility of State aid to Air Malta.


